
BEFORE THE CALIFORNIA BOARD OF-ACCOUNTANCY 

DEPARTMENT OF CONSUMER AFFAIRS 


STATE OF CALIFORNIA 

, ' 

In the matter of the Accusation Against: 

KENNY H. LEE CPA GROUP, INC. 
KWANG-HO !-EE, 'CPA " 
15017 Crenshaw Blvd. 2nd Floor 
Gardena, CA 90249 

Certificate No. 5185 
Licens~ No. 64155 

Respondents. 

Case No.: . AC-2007-38 " 

OAH No.: N2008050601 


ORDER CORRECTING CLER.ICAL'ERROR AND 

AMENDED ORDER N'UNC PRO TUNC AFTER 

NON·ADOPTION 'OF PROPOSE,D DECISION 


On its own motion, good cause appearing, th~ California Board of 
Accountancy (Board) finds'that the order heretofore entered in the above-entitled, 
matter on June 4, 2009, is not in conformity with the decision of the Board as 'I 

I , 

i 
! 

-.:.. 
.....'. 

intended and that such clerical error should be corrected so that the order will 
• conform to the Board"s decision in this matter. ' . 
' 

IT IS HEREBY ORDERED that the Order contained in the Board's 
Decision After Non-Adoption of Proposed Decision in the above-entitled matter 
be and hereby is amended and corrected nunc pro tunc as of the date of entry of . 

, the decision to read as follows: . . 

Certified public accountant license number CPA 64155, issued to 
Respondent Kwang'-Ho Lee is revoked pursuant to Legal ConClusions 1,2,6,'and 
9 separately and for all of them. ' 

Certified public accountancy corporation certificate num ber COR 5158, 
issued to Respondent Kenny H. Lee CPA Group, Inc. is revoked pursuant to 

. Legal Conclusions'1, 2, 6, and 9 separately and for all of them. 

Respondent shall reimburse the Board $24,057.35 for its investigation and 
prosecution costs. 

, iT IS SO ORDERED this 22r'ld----- day of JUNE ~ , 2009 . 

L/lJ-IC0 ~ v --, 

ROBERT PETERSEN, CPA 
President, Boa rd of Accountancy 
Department of Consumer Affairs 
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BEFORE THE CALIFORNIA BOARD OF ACCOUNTANCY 

, DEPA'RTME'NT OF CONSUMERAFFAI RS 


'STATE OF.CALIFORNIA' , 


In the matter of the Accusation , 
Against: .. 

KENNY H. LEE-CPA GROUP, INC., 
KWANG"HO LEE, CPA 
15017 Crenshaw Blvd. 2nd Floor 
Gardena, CA 902,49 

Certificate, No. COR 5185 
Certificate No., CPA 64155 

Respondents . 

Case No.: A.C"2007 -38 
OAH No.: L2008050601 

DE~ISION AFTER NON,..ADOPTION' OF PROPO~ED .DECISION" ',;. . " 

Daniel Ju~'rez Administrat'ive Law Judge with ,the Office of Administrative;',,; ;,.e",':, :: ~, " ",:, 
Hearings, heard this matter on November 6,2008, in Los Angeles, California. ' 

Rene Judkiewicz, Deputy Attorney General, represented complainant Patti 

BOWers~ Executive' Officer of the California Board of Accountancy (Board), 

Department of Consumer Affairs. 


Frederick M. Ray, Attorney at Law, represented Kwang-Ho Lee 
,(Respondent Lee) and Kenny H. Lee CPA Group, Inc. (Respondent KHL). 

, ' , 

At hearing, complainant's counsel amended the Accusation by deleting 

the words, "Daniel Rich" from page one, line 22, and replacing them with the , 

words, "Patti Bowers." . 


Oral and documentary evidence was received and the matter submitted 

on November 6, 2008. ' 


The proposed decision of the administrative law judge was submitted on 

December 3, 2008 and received by the Board on December 1 0, 2008. After due 

consideration thereof, the Board declined to adopt said proposed decision and 

thereafter on February 2, 2009 issued an Order of Non-Adoption of Proposed 

Decision. Subsequent to the receipt of the transcript on February 27, 2009, the 

parties were given the opportunity to submit written 'argument to the Board. 
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'Writtenargument havirg been received from both parties, and the tim~ for filing 
written argument in this matter having expired; the entire record, includin~ the . 
transcript of said hearing, having been read and considered, pursuant to 
Gover"nment Code Section 11517, the Board hereby makes the following 
decision and order: " 

FACTUAL FINDINGS 

The Factual Findings of the administrative law judge in his Proposed 
. Decision, dated December 3,2008, paragraphs 1 through 15 are adopted and 
hereby incorporated by reference. 

LEGAL CONCLUSIONS 

The Legal Conclusions of the administrative law judge in his Proposed' 

Decision, dated December ,3,2008, paragraphs 1 thrqugh 16 are ado"pted and 

hereby incorporated· by reference. . 


. " ORDER 

Certified public accountant license number CPA 64155, issued to', ,,".' ,"''"'' 
Respondent Kwang-Ho Lee is revoked pursuant to Legal Conclusions 1 ,2,6,. an'~.' :" ;,"" . , .', , . 
.10 separately and for all of them. ' '; , ',. ': '" :;,', "',:,k,i'~:' ti':.::. 

Certified'public:accou'ntancy corporation ce~iticate numberGOR 51'58;"L",i;,·i',:"')h~~·;:'.!": :::\:', '. 
. issued to Respondent Kenr1Y H. Lee CPA Group, Inc; is revoked pur~uant to 
Legal Conclus,ions.1, 2, 6 and i 0 separately and for all of them.. " .... , 

Respondent shall reimburse the Board $24,057.35. for its investigation and, 

prosecution costs. ' .' 


IT IS SO ORDERED this _'1....!..-f_h_'__' day of Sun ~ ,2009 

Effective JuJt,) 4,2.00C; 
1 J . 

. ROBERT PETERSEN, CPA 
President, Board of Accountancy 
Department of Consumer Affairs' 
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BEFORE THE CALIFORNIA BOARD OF AC'COUNTANCY 

DEPARTMENT OF CONS.UMER AFFAI RS 

, STATE OF CALIFORNIA . 


In the matter of the Accusation 
against: ' 

KENNY H. LEE CPA GROUP, 'INC. 
, KWANG~HO LEE, CPA ' 
15017 Crenshaw Blvd. 2nd Floor 
Gardena, CA 90249 

Certificate No. 5185 
License No. 64155 

Respondents

Case No.:, AC-2007-38 

OAH No.: N2008050601 


ORDER 'OF NON~ADOPTION OF PROPOSED DECISION 
5 	 .,' ••• ~ .. ~.. " ',... . 

, ....~. . 
.'.! .', I,' . 	 , 

Pursuant to Section 11'517 of the Government Code; the Proposed' . ' ....'.:.:;. : >,., ., .... ,':: ,,',' ':" '::." 

'.' Deqisibn.ofthe,Aqminjstra~iy.e Law Judge irrthe.above~entitled matter is ,reJected.:.'".,.,,"",";::;.'!, i··.:~i:.:~~. 
The California Board of Accountanoy will decide the case up.on record, including "; . , ' ..; ',,' 
the transcript of the hearing held on November 6, 2008, and upon such written' . 
argument as the part'ies may wish to submit. The Board is particularly interested ' . "., .;. 
in written argument directed to the question Whether the penalty should be 

increased. The parties will be notified of the date for submission of such 

argument when the transcript of the above-mentioned hearing becomes 

avaifable . 


. IT IS SO ORDERED this _2_"___ day of Februa'f¥ ,2009 

Board President 
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BEFORETBE 

CALIFORNIA BOARD OF ACCOUNTANCY 

DEPARTMENT OF CONSUMER AFFAIRS 


STATE OF CALIFORNIA 


In the Matter Df the Accusation Against; 

KENNY H. LEE CPA GROUP, INC., 

Certificate No.. 5185; 

KWANG~HO LEE, 

. Certified Public Accountant 
,License No., CPA 64155, 

Respondents;' 

Agency Case No. ACM2007-38 

OAH Case No.. L2008050601 

PROPOSED DECISION" 

'. ' Daniel Juarez, Administrati:ve Law Judge, with the Offic~ of Administrative H~adngs,.; , .' "\";'" ..,:,.,\ 
heard this matter on November 6:t,z008:}rLos Ang~l~~, S::alifornia: ... ;, .. ';:'/ ,,, . 

.Rene Judkiewicz, Deputy Attarney General, represented Patti Bowers (Camplain~t),:. 
,Executive Officer; ,Califarnia Board af Accauntancy (the Board), Department' af Consum,er . 
Affairs. 

Frederick M. Ray, Attorney at Law, represented Kwang-Ho Lee (Respandent Lee) 
and Kenny H. Lee ~PA Group, Inc. (Respondent K.HL). 

At hearing, Complainanh caunsel amended the Accusatian by deleting the words, 
"Daniel Rich" frop.1 page ane, line 22, and replacing them' with the words, "Patti Bawers'." 

~he parties submitted the matter for decision on November 6, 2008. 

FACTUAL FINDINGS 

1. The Board's then-Executive Officer filed the Accusation in her afficial 

capacity on or about February 4,2008. Respandent filed the Notice of Defense on February 

26,2008, On 0.1' abaut August 6,2008, the Baard's then-Acting Executive Officer filed the 

First Amended Accusatian in his official capacity. 


2. Complainant contends Respondents' licenses are subject to. suspensian, 

revacation, or other discipline for cammitting several acts of gross negligence, failing to. 
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. maintain independence'wh"en performing aUditing service's, the imposition of discipline by 
the Public Company Accounthlg Oversight Board (PCAOB), and fa.iling to report that 
discipline to the Board timely. Furthermore, Complainant seeks to reoover the Board's oosts 

... of investigation and prosecution.' 	 . 

3. . Responderits admit to committing the. various violations) as Complainant 
allege's, but contend that despite those.violations, Respondents should retain their.lioenses, 

4. On May 13, 1993,'the Board·issued' certifiedpublio aocountant oertificate·· 
number·64155 to Respondent Lee, He has continuously renewed his license since its 
issuance; it is current through March 31, 2010. On October 31, 2002, the Board issued 
certified public accountancy corppration certificate number 5185 to R.espondent KHL. At .' 
the time of hearing, the evidence established that RE(spondent KHL' s licerise was valid only 
through October 31,2008. Nonetheless, the BCiard retains jl,l1'isdicticin over Respondent 
KEL's licens.e pursuant to Business and Professions 'Code section 5109. 

The Estate Tax Return for Client Ashjord 

. 	 .i 
: f " 

I ....... 
 ." 

',',•• ,,, : ·'i' .. ;:., I 

:',::"';(;;:'; .::. 
. '. 	

"5." In approximately Apri1200S, Yvonne Ashford (Ashford) met with Respond({nt 
"	Lt}e.· Ashford' sought assistance in filing herdece~sed mother's . estate tax return. Ashford's .'. 
deceased mother's estate was valued at $270,000. Rf?spondent Lee agreed to prepare an 

• estate tax return and intti.ally charged A.shfo.rd$250. to pr.ep~e aform l-Q4:ltax return, ~ut·: .": .' 

thereafter; increased the charges to $500.. As.\1for,d agre~~ to the increaseq cost. Several . ., 

weeks later, Respondent Lee informed Ashford that she.needed to file a form 706 (United . 

States Estate (and Generation~Skipping Transfer) Tax Return); and increased the cost to 

$1;000.. Ashford agreed,beca¥se Respondent.Le~ informed her that the additional form 706 

was required. Upon picking up the prepared forms, Ashford tendered a personal check to 

Respondent Lee for $1,000. However,after speaking to her attorney, Ashford.understood 

that the form 706 was not required because her deceased mother's estate was valued at less . 

than one million dollars. Ashford then placed a hold on the $1,000 check she had given to 

Respondent Lee. Ashford and Respondent Lee spoke thereafter, and Respondent Lee 

contended that the form 706 was indeed required. In September 2005, in correspondence he 

sent to the Board's investigator, Respondent again contended that the form 706 was required. 

However, at hearing, Respondent acknowledged that form 706 was not in fact required for· 

Ashford's filing. 


6. In his practice, Respondent Lee has not regularly prepared estate tax filings. 
In his career as a certified'public accountant, Respondent Lee has prepared only one other 
estate tax filing. He asserted at hearing that he agreed to prepare the estate tax return without 
properly considering his lack of experience. Ashford hever withdrew the hold on the check 
she had tendered to Respondent Lee. Ashford did not pay Respondent Lee for the 
preparation of the forms 1041 or 706. At hearing, Respondent Lee agreed that he was wrong 
in concluding that the form 706 was required and does not intend to pursue payment from 
Ashford for the preparation of the form 1041. Ashford did not experience any problems 
filing her deceased mother's estate tax return. 
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7, The Board's investigator, PaL~l Fisher (Fisher), I opined that Respondent Lee's 
ctions, informing,Ashford that her deceased mother's estate tax filing-required the filing of 
form 706, constituted gross negligence, Respondent did not dispute Fisher's opinion, 

he peA OB 's Disciplinary Action 

8, 01'1 November 22,2005, the PCACm revoked Respondent KHL's registration 
nd barred Respondent Lee froni being an associated person of a registered public 
cc'ounting firm, The PCAOB found that Respondents had violated P CAOB rules and ' 
uditing standards in auditing the firiancial statements oftwoclients in 2004, and the 
CAOB's independence standards with respect to one of those clients in 2003, Pursuant to,a 
ettlement with the PCAOB, Respondents consented to the entry of an order instituting 
isciplinary ,proce~dings, making findings, and imposing sanctions against them. The 
CAOB determined that it was appropriate to impose sar),ctions agairtst Respondents "to 
rotect the interests of investors and further the public interest in the preparati~n of 
nformative, fair, 'and independent audit reports. II Resporiqents' transgressions, as ' ' , 
etermined by the PCAOB, are set forth in Factual Findings 11(a),ll (b), 11(c), l1(d), lI(e), 
1(f), l1(g), l1(h), I2(a), 12(b), and 12(c), ' 

9.' " Respondents failed to report the PCAOB's disciplinary actions to the Board 

within 30'days ofknowi1'lg of the events that led td the PCAOB's disciplinary, action, the, 

nitiation,ofthe PCAOB 's investigation, or the PCAC)B,1['1 discipline, , :"., ': ' 


". ~.' 'r,.' " 

1O(a). RespondentLee did not dispute'that he fai.l~d to report the PCAOB 's 
isciplinary action timely; howe'ver, he argued that he interpreted a prov,ision of his offer of 
ettlement to the PCAOB, dated October 13,2005, aS'limiting his ability t6 report the. 
iscipline. In a letter from Respondents' counsel to the Board's investigator, dated Vebruary 
0, 2006, Respondents' counsel highlighted the following provision contained in their offer ' 

of settlement to the PCAOB: "Respondent [Lee] agrees nono ,take any action or to make or 
ermit to be made any public statement denying, directly or indirectly; any finding in the 

Order or creating the impression that the Order is without factual basis." Respondents' 
ounsel contended to the Board's investigator as follows, "[o}ur interpretation of this clause 
n the Order is that [Respondent Lee] is not at liberty to make comments concerning the 
ettlement or Order, and that to do so could be construed as a breach of that agreement as 
tated." , 

1O(b). Respondents' counsel's argument, that the offer of sett1ement provision 
ppeared to preclude such disclosure,.is without merit. The wording of the provision speaks 

only to preventing Respondents from making public statements "denying, directly or 

I Paul Fisher has been an inve'stigative certifled pubJic accountant (CPA) for the 

Board since June 2002, He is a member of the American Institute of Certified Public 

Accountants, He has held positions as Senior Accountant and Staff Accountant for several 

CPA firms in Sacramento and Salinas, California, from late 1990 to mid-2002, 


. ,," 
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indirectly, any finding in the Order 01' creating the impression that the Order is without 
factual basis." It did not prevent Respondents from disclosing the PCAOB' s discipline. 

Actions regarding GSL 

11(a), In 2003, Respondents were engaged by G8L Holdings, Inc, (OSL), a British 
Virgin Islands corporation 'that has business operations in California and the People's 
Republic of China (PRC). Respondents agreed to act as GSL' s independent auditor, and' 
issued an unqualified audit report, dated April 8, 2004. In that report, Respondent? statep 
that OSL's financial statements fairly presented its financial condition, in conformitY, with 
U.S. generally accepted acoounting principles. However, after finding 'that Respondents had 
failed to perform its audit services, as detailed in Factual Findings. 11 (b) through 11 (h), the 
PCAOB concluded that Respondents "failed to exercise due professional care, failed to 
exercise professional skepticism, and failed to optain suffiCient competent evidential matter" . 
in its work for GSL. 

. . 
i1(b). More specifically, the PCAOB found that Respondents, while engaged by 

G8L, had acted in the following manner. First, although G8L noted an increase in its assets 
through the acquisition of two properties in the PRC, Respondents did.not obtain sufficient· 

, competent evidence·to reasonably conclude that G8L had legally acquired the two properties ..' 
Respondents did not verify that GSL and the seHer of the properties had executed· final. .;. . 

,,1, ':acquisition agreements. . .l: .. ;,,':.;, ',:.. '. :" i,',':':':,") .. 

" . 
. , .. 11(c). Second, Respondents' audit pro·ce.dures were· insufficient to;reasonably 

conclude G8Lhad properly valued the purchased 'propertie~, . . 
~ . . . . 

11(d). Third, Respondents failed to employ a heightenedstandard when evaluating 
. material transactions betw'een related parties .. In the case of GSL, GS L' s chairman was also 
the chairman and ·controlling shareholder of the corporation from which the properties were 
acquired, Such a relationship would ryquire a heightened standar.d . 

. 11(e). Fourth, while GSL had disclosed that it had prepaid sbme of its vendors in the 
PRe for products and services, Respondents did not perform an adequate audit procedure to 
test whether G8L had actually prepaid the vendors for those products and services, or . 
whether those prepayment costs were properly classified as assets on GSL's balance sheet. 

11(f). Fifth, GSL included its property acquisitions in its statement of cash flows, 
overstating its cash flow by approximately $32 million. The PCAOB concluded that such an 
accounting treatment departed from generally accepted auditing principles (GAAP/ and 
required the reporting of non~cash activities in related ~isclosures, not in the cash flow 

2 GAAP is the acronym for Generally Accepted Accounting Principles. GAAP are 
the accepted professional'standards, principles, and guidelines for measuring, recording, and 
classifying the transactions of a business entity. 
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statement. Respondents did not identify this GAAP departure and failed to perform audit 
procedures to evaluate whethel~ GSL' s actions in fact complied with GAAP. 

11(g).' Sixth, GSL recorded tax deferred assets of over $1 million, based on U.S. 
federal and California state tax rates, although most of the revenues and a portion of its 
losses were attributed to GSL's foreign operations. Respondents failed to identify this, action 
as a departure frorp GAAP and failed to evaluate whether such an accounting practice 
complied with GAAP: . 

11 (h); Seventh, several facts supported a conclusion that some of GSL's tax assets 
would not be realized' in future periods" however~ GSL recorded no valuation allowance 
(reduction of a deferred tax asset). Respondents did not review GSL's projections and 
strategies, nor did it evaluate whether a valuation allowance should have been recorded. 

Actions regarding Axesstel 

, '12(a). Beginning in about August 2002~Respondent KHL was engaged by Axes~tel, ' 
, a Nevada corporation wit~ business operations in CaliforJiia and South Korea. Respondent 

KHL agreed to act as Axesstel's independent auditorand performed interim'reviews of 
" : Axesstel' s ,financial statements for two quarters of 200.3. ' 

,,' " . ,- . . ", 

,,',. " ,12(b), In Jooe.2003, while Respondent KHL was engaged as Axesstel's'ijl1depen4~nt;, "'(,;-.'1. \ 
audito,r, Respondent Lee accepted an offer to serve on Axesstel' sboar.d o~ dir,ectors. In. " , .', ': ," '". ' 

", " September 2003, Resp,ondentLee' formally became ,a member ofAxesstel's"board and ':.' " 
assumed the chair ofAxesste,1 's a,udit committee. Respondent KHL was engaged with ' ' 
Axesstel until November 2003. According to the PCAOB, "Respondents failed to maintain 
independence with respect to Axesstel during, the professional engagement period, in 
,Violation ofPCAOB interim independence standards and PCAOB Rule 3600T." 
Respondents' actions also violated Rule 101 of the AICPA's Code of Professional Conduct, 
in effect in April 2003.3 Respondent Lee resigned his directorship in March 2004. : 

12(0). On or about September 21,2004, Axesstel re-engaged Respondent KHL to 
" 

audIt a restatement ofAxesstel's financial statements for the fiscal year ending December 31 j 
2002. On September 30,2004, Respondent KHL issued an audit report finding that the 
restated financial statements fairly presented Axesstel's financial condition in all material 
respects and in conformity with GAAP. However, befor~ issuing its audit report, 
Respondents did not perform audit procedures to determine whether the restated amounts 
were fairly stated in conformity with GAAP. The PCAOB found that, "Respondent's 
conduct violated the most fundamental PCAOB standards, which require an auditor to 

3 AICP A is the acronym for the American Institute of Certified Public Accountants. 
Rule 101 provides that a member i1;1 public practice shall be independent in the performance 
of professional services. 
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perform audit procedures necessary to afford a reasonable basis for an opinion and prohibit 
an auditor from relying on management representations as a substitute for such procedures." ' . ' , 

13. Fisher opined that Respondents' actions regarding GSL and Axesstel were, 
contrary to the Accountancy Act and .various GAAS, speciflcaHy AU 326,02, .326,03, 
326.07, 336,03, 336.08, 336.1 0, 226,12, and 341.1 0.4 Respondent did not dispute Fisher's 
opin:ion. 

,R.espondent Lee's Ackn.owledgements an.d Demeanoi- at Hearing' 

14. Respondent Lee exhibited a remorseful demeanor'at hearing. He was 
respectful of the proceedings and the Board. He cooperated with the Board and with the 
PCAOB iri its investigations. He acknowledges that he acted wrongfully and does not 
dispute the. Board's investigative findings. Respondent Lee aocepted full responsibility for 
his transgressions; He explained that, as inthe case of Ashford's estate tax return, he did not 
have the requisite experienceto properly handle the internationalaccQunting matters inherent 
in the cases of GSL and Axesstel and to deal generally with publicly traded companies. 
Respondents' practice is approximately 60 percent tax preparation services, 36 percent, 
ao'counting services, and four percent auditing servioes. Respolldents provided letters of 
support from numerous clients that supported and corroborated Respondent Lee's assertion, 
that his pi"actice is well regarded by his·clients. Respohdents' clients· described Respondents 

. '.:, as honest and trustworthy, . and providing 'quality accounting services to .individu,als.anc;lsm!:lH 
'. 

... ..

I 
! . 

".; businesses..Respondent Lee is active in his church and is ,current withhis.cqntinuing",' , ... ;;:: .;;,. ". oj 

.... ' , <education reqUirements. : "0 .. ' " , • " .';:-"" I'.. ...' 

The. Board's Costs 

15. The Boa~d expended $15,401.75 in pros'ecution costs through October 27, 
2008. Complainant's 'counsel asserted a good faith estimate that the California Department 
of Justice would bill the Board an additional $1,580 up to the first day of hearing, however, 
she provided no evidence to establish that estimate. Therefore, the evidence did not establish 
prosecutorial costs beyond the established $15,401.75. The Board also expended $9,655.60. 
in investigative costs. The Board's costs are just and reasonable. Respondents provided no 
evidence that the full costs of investigation and prosecution, if assessed, would be an 
economic hardship. 

4 GAAS is the acronym for Generally Accepted Auditing Standards., The GAAS, 
issued by the AICPA, set forth numerous accepted auditing standards. 
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LEGAL CONCLUSIONS 

Gross Negligenoe & the PCAOB ~s Disciplinary Action 

1. Cause exists to revoke or suspend Respondents) certified public accountant 
lioense number CPA64155 and oertifieq public aoco.untancy corporation number 5185) 

, pursuant to Business and Professions Code) section 5.1 00, subdivision (c) for aots of 
unprofessional oonduct constituting gross negligence, as set forth inFactual Findings 1, 4-7" 
11-13, and Legal Conclusions 3-5, 

I, 
I 

2, Cause exists to revoke or suspend Respondents' oertified public aooountant " 
liqensenumber CPA 64155 and certified public accountancy corporation number 5185, 
pursuant to Business and Professions Code se9tion 5100) subdivision 0), for the discipline 
imposed by the PCAOB; as set forth in Factual Findings 1,4, 8, and Legal Conclusions 3-5, 

3, Business and Professions Code section 5100 states in pertinent part: 

After notice and hearing the board may revoke, suspend .or refuse to 
renew any permit or certificate granted under Article 4 (oommencing with 
8e~tion 5070) and Article? (commencing with S,ect,ion SQ80\ or may censure, 

, th~ holder, of thatpermit or 'certificate for unprofessipnal conduct that includes, " " "': . :,,", 
',but is not l);lJlite"g 10.) ami or, any"QcJlT.\~ination of the following c?-uses:, ',," ." ',f,;': , '''''' ,;'. "'" " , ",:" 

'. i . ~," .' .' . :.'••• ,:: -'_j. ~ '. . ,"" :.: ':. 
.. ',"', 
.,', :~!. 

(c) Dishonesty, fraud, gross negligence, or repeated negligent acts 
committed in the same or different engagements, for the same or different 
clients, or any combination of engagements Or clients, each resulting in a 
violation of applicable professional st.andards that indicate a lack of 
competency in the, practice of public accountancy or in the p~rformance of the 
booldceeping operations described in Section 5052 .. 

[~ ... [f] 

(1) The imposition ofany disoipline, penalty) or sanction on a 
registered public accounting firm or any associated person of such firm, or 
both, or on any other holder of a permit, oertificate, license, or other authority 
to practice in this state, by the Public Company Accounting Oversight Board 
or the United States Securities and Exchange Commission, or their designees 
under the Sarbanes-Oxley Act of 2002 or other federal legislation. 

4, The PCAOB 's discipline imposed on Respondents on November 22,2005, 
establishes cause to revoke or suspend Respondents' licenses, (Bus, & Prof, Code, § 5100, 
subd, (I).) The PCAOB's findings, as well as those of the Board's investigator, that 
Respondents' actions regarding client Ashford's estate tax return, and those regarding GSL, 
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I' 
, 

and Axesstei constituted gross negligence, were undisputed by Respondents and thus provide 
further cause to revoke or suspend Respondents' licenses. (Bus, & Prof. Code, § 5100, subd, 
(c).) , 

, 5, Respondents argued thattheir actions regarding these three cli~nts wer~ the 
, sble problems in an,otheryvise well respected and law~abiding accounting practice, However, 
these thl'ee clients encompas'sed separate actiyities in mMe than one year. Furtherrp.ore, 
Respondents' actions were signi'ficant departures from generally aqcepted accounting 
principles, and the PCAOB's order constituted serious disciplinary action, demonstrating,the 
serious nature ofR~sppndents' actions. Respondent Lee should have exercised professional. 
responsibility, by acknowledging his lack of experience and refused the work in the case of 
these three clients, or acquired the services of a properly experienced and qualified ' 
professional to ~s~ist him in those matters. ' ' ' 

~e8po~dimt8 "Failure to Report the peA9B Discipline Timely 

6. Cause exists to revoke or suspend Respondents' certified public accountant 
, license number CPA64155 and certified public accountancy corporation number 5185, 
pursuant to, Business and Profession~ C'ode section 5063, subdivision (a)(2), for,fai,ling to ' 
'report the PCAOB's di~cipline against them, as· set forthi'n'Factual Findings 1,41 8"10, and 

. Legal Conclusions 7 and 8 ... , :' ' '.".., ' . ." , .. ,' :: ':''00 

, ..., .
',i I'. :'. 

7. BUsiness 'and Profes!3lons Code' section 5063 states in p ertiJ1enf part: :,' ,:~ :t' 
• :'. I'~ 

(a) A licensee shall report to the board in writing of the occurrence 
of any of the 'following events occurring on or after January 1, 1997, within 30 
days ofthe date the, licensee has, knowledge of these eventS: 
. .. , . 

[~] ... [~ 
, ' 

(2) , The canceltation, revocation, or suspension of a certificate, other 
authority to practice or refusal to renew a certificate or other authority to 

. practice as a certifi~d public accountant or a public accountant, by any other, 
state or foreign country. 

8., Respondents' failure to report the PCAOB's disdpl1ne against them within 30 
days of the imposition of that discipline is a violation of Business and Professions Code 
section 5063, subdivision (a)(2). 

Respondents' Failure to Maintain Auditor Independence 

9. Cause exists to revoke or suspend Respondents' certified public accountant 
license number CPA 64155 and certified public accountancy corporation number 5185, 
pursuant to California C~de of Regulations, title 16, section 65, for failing to maintain 
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'auditor independence, as set forth in Factual Findings 1, 4, 12, 13, and Legal Conch.isiollS. 10 
and n. . 

10;" California Code ofRegulatiolls, title 16, section 65. states: 
. . 

A lioensee shall be independent in the performance of se1'vic.es in 
aoC"ordance with professional standards; '. . 

11. Respondent ~ee's Axesstel directorship, while Respondents were 'engaged 'as 
independent auditors for AXesstel, was a violation· of California Code of Regulations, title 16, 
section 65. . .. . 

Eviden.ce ofRehabilitation. 

12. California Code ofRegulations~ title 16, section99.1 states:' 

When considering the denial6f a certificate or permit under Section 
480- of the Business and Pro,fessions Cop:e, the suspension or reV'ocation 0f a . 
. certificate or permit or restoration of a revoked certificate 'under Section 11522 
of the Government Code, the board, in. evaluating the rehabilitation of t~e 
applicant and his present eligibility for'a certificate or permit, will consider. t1;le· 

~ 
, . 

• I 

following. criteria: , , , . 

(1)" .Nature and:~eV~riiy'ofthe act(s) or offense(s). 
,'.,. :

.., ~.".., 

(2) Criminal record and' evidence ofany ac;t(s) oommitted 
subsequent to the act(s) or offense(s) under consideration which also ~ould be 
consi~e1'ed as grounds for denial, suspension 91' revocation. 

, (3) The time that has elapsed sinc'e commission of the act(s) or 
offense(s) refelTed to in subdivision (1) or (2). ' .. 

(4) The extent to which the applicant or licensee has complied with 
any terms' of parole, probation, restitution, or any other sanctions lawfully 
imposed against the applicant or licensee. 

(5) If-applicable, evidence of expungement proceedings pursuant to 
Section 1203.4 of the Penal Code. 

(6) Evidence, if any, of rehabilitation submitted by the applicant or 
licensee. 

13. Respondents' transgressions were significant and their licenses merit 

disciplinary action. However, it is appropriate to consider those transgressions within the 

context provided in the Board's regulations. While Respondent's actions were severe (Cal. 


',' .

I '. 

',' ; 

" 
" '.'~l ' 
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Code Regs., tit, 16, § 99.1, subd. (1)), they spanned an approxirnate two-year time period 
within a 15-year accountarlCY career for Respondent Lee. Notwithstanding the discussion in 
Legal Conclusion 5" it camlot be 'concluded that Respondents'actions demonstrated a long
standing pattern of negligent accounting practice ..Respondents have un.doubtedly shown that 
they cannot engage in work involving estate tax returns or international accounting for 
publicly traded companies, but they have oth~rwise practiced accountancy in a professional 
and reputable manner, (Cal.. Code Regs., tit. 16, § 99.1, subd, (2).) Saliently,.Complainant's 
case did not establish that Respondents' aptions were intended to be deceitful or fraudulent, ' 
Instead, the evidence established that Respondents aoted ignoratlt1y ,an.d with little 
professional regard for the needed experience to properly perform the accountancy acts for 
which they had been engaged. Such actions are nonetheless serious, but in this 'case, that 
distinction results in a conclwlion that Respondents' licenses merit legs severe discipline than 
revocation to protect the public. It has been over tru'ee years since Respondents performed 
the compla~ned-of services for Ashford. It has been betyveen four and five yeats since 

 , ,Respondents performed the complained-of services for GSL and Axesstel. A moderate 
amount of time has passed. {Cal. Code Regs" tit. 16, § 99.1, subd. (3).) Respondents have 
cooperated with the Board andthe PCAOB. (Cal, Code Regs., tit. 16" § 99.1, subd, (6).) 
Respondent Lee demonstrated remorse for his failures and accepted personal responsibility 
for his actions~ he was respectful of the Boarq and the proceedings.' (Ibid.) Overall,' 

, 'Respondents demonstrated that they have understood the errors of their actions. It ~ppears '," 
'unlikely that Respondents would repet).t such acts. Thus, while RespondeJ;1ts' actions warrant ' 
discipline to ensure the public's safety, a suspension period and.issl,laTIce ofprobationary , .,:': 
licenses with adequate m.easures for oversight, as set,forth in.the Order below, will ensure the ",," 
public's protection.' 	 ' .'.: ' . 

, 14. Cause exists to grant Complainant the Board's costs of inyestigation and: 
, prosecution, pursuant to Business and Professions Code section 5107" as set forthi~ Factual 

Findings 1-15, and Legal Conclusions 1-16. 

15. Business and Professions Code section 5107 states in pertinent part: 

(a) The executive officer of the board may request the 
, administrative law judge, as part of the proposed decision in adisciplinary 
proceeding, to direct any holder of a permit or certificate found to have 
committed a violation or violations ofthis chaptel' to pay to the board all 
reasonable costs of investigation and prosecution ofthe case, including, but 
not lirriited to, attorneys' fees. The board shall not recover costs incurred at 
.the administrative hearing. 

(b) A certified copy of the actual costs, or agood faith estimate of 
costs where actual costs are not available, signed by the executiveofficer, shall 
be prima facie evidence of reasonable costs of investigation and prosecution of 
the case. 

I ,.:.. ~ 

10 




.. 


. 
'" '.' . :." 

. ' ...::: •.:' .. -;t , .
~. .'~' .. ~ ". I I ~ 

. (0) The administrative law judge shall make a pr~posed findi.ng of 
the amount of reasonable costs of investigation and proseoution of the case 
when requested to do so by the executive officer pursuant to subdivision (a), 
Costs 'are payable 120 days after the board1s decision is final, unless otherwise 
provided for by the administrative law judge or if the time for payment is 
extended by the board, 

Cd) The finding'ofthe administrative law judge with regard to cost· 
shall not be l'eview.able by the board to increase the cost award, The board 

. may reduce or eliminate the cost award, or remand to the administrativ'e law 
judge whel'e the proposed deoision fails to make a finding on c.osts requested . 
by the executive· officer pursuant to subdivision.(a), 

(e) The administrative law' judge may make a further finding that 
the an;J,ount of reasonable costs awarded shall be reduced or eliminated upon a 

. . finding that respondent has demonstrated that he or she cannot pay all or a . 
portion of the costs or that payment of the costs would oause an unreasonable 
fiJ:1.ancial hardship whioh oannot be remedied through a payment plan. 

i6(a); :CompiainaJ;1t established her case against Respondents, The Board's costs ru:e ' .. 
just and· reasonable, arid· therefore, costs should be' granted. Respondents failed to .set forth: . .' . 
any evidence that the costs, if assess.ed against the:m.<wpuld b~ an ~cQ;p..Qm~c hardship. ,,' 

• "I 

• .:". \ '. '.; • 

·16(b). Respondents argu~d that the assessment bf costs sh.ould be' considered in lighk. '.... .'..... ;':'.' 
of the 'Case of Zuckerman v. State Board ojChiropractic Examiners (2002) 29 .CalAppAth· 
32. In Zuckerman, the Court ofAppeal ruled that "[T]he Board may not assess the full costs 
of investigation arid prosecution when to do /30 will unfairly penalize a [licensee] who has. . 
committed some misconduct, but who has used the hearing process· to obtaIn dismissal of 
other charges or a reduction in the severity of the discipline imposed." (Id., 29 Cal.AppAth . 
at p. 45.) In imposing costs in such situations, one must consider the licensee;s subjective 
good faith belief in the merits of his or her position and it must consider whether the licensee 
has raised colorable claim. One must consider the licensee's ability to make: payment, . In 
this matter, Respondents were unable to set forth a meritorious defense overall, but pursuant 
to Zuckerman, a small reduction in costs is appropriate, given Respondents' efforts at hearing 
to explain their actions, put forth their case, and tlltimately, establish that suspe~sion ~nd 
probation are appropriate disciplinary actions, a/3 opposed to revocation (though it is noted 
that Respondents did not argue for a period of suspension). Consequently, the prosecution 
costs are reduc~d by $1,000. 

16(c). At hearing, Complainant's counsel did not provide proof of actual costs to 
support her good faith estimate of the additional hours to be incurred and billed (the 
additional $1,580). With no evidence or argument that proof of actual costs were unavailable 
at the time of hearing, those additional costs, or a fraction thereof, were not granted. 
Therefore, Respondents are liable for $14,401.75 in prosecution costs, and $9,655.60 in 
investigatory costs, for a total of$24,057.35: 
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ORDER 

, '1(a). Certified public accountant'license number 'CPA 64155, issued to Respondent 
Kwang-Ho Lee' is revoked pursuant tQ Legal Conclusions 1,2,6, and 1q, separately and for 
'all oftnem.Hdwever, the 1'evocation is ,stayed and Respondent Lee is placed on probation 
for five years upon the. terms and conditions se~ forth below. ' 

, 1 (b), Certified public accountancy cOl'pol'ation oertificate number COR 5185, i~sued , 
to Respondent Kenny H, Lee CPA Group, Inc. is revoked pursuant to Legal Conclusions 1, 
2,6, and 10, separately and for all of them. Howevei', the l'evocation is stayed and " 
Respondent KHL is placed on probation for five years upon the terms and conditions set " 
forth below. ' 

Suspension 

2(a). Certified public 'accountant license number CPA 64155, issued to Respondent' 
Kwang-fIo Lee is, suspended for 30 days. During tl~e period of s~lspension, Respondent Lee 
shall engage in no activities for which certification as a certified public accountant or.pubUc 
acco1;lntanf is requir~d as described in Business 'and Professtons Code" Divisfon,.3, Chapter 1, 
Section 5051.' , " " 

'. '.\ 

',2(b); , Certified publi,c accountancy' corpor.atiQn.,certifi~ate number' CQ,R.:,5185, ,issued 
to Respondent XCenny R Lee CPA Group,llic. is suspended for 30 dt,l.Ys. DUring the period' 
of suspension, Respondent KHL shall engage"ih no:,activities',for which ce~:ficat{on as a ' 
cen:ified public accountancy corporation is required. 

Notification to Clients/Suspension ofPractice 

'" 3. Respondents shall comply with procedures provided, by the California Board 
of Accountancy or its designee regarding notification to, and management of, clients. 

S.upervised ?ractice 

, 4. Within thirty days of the effective date of this de,cision, Respondents shall 
'submit to the Board or its designee for its prior approval a plan ofpl'actice that shall be ' 
monitored by another CPA or P A who provides periodic reports to the Board or its designee. 
Respondents shall pay all oosts for such monitoring. 

Ethics C(Jurse/Examina.,tion 

5(a). Respondent Lee shall take and pass, with asoore of 90 percent or better, a 
Board"approved ethics examination prior to the resumption ofpractioe. 

5 (b). IfRespondent Lee fails to pass said examination within the time period 
provided or within two attempts, Respondent Lee shall so notify the Board and shall cease 
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practice until Respondent Lee takes and sucoessfully passes said exam, has submitted proof 
of same to the Board, and has been notified by the Board that he may resume practioe..
Failure to pass the.required examination no later than 100 days prior to the termination of . 

 probation shall oonstitute a violation of probation. 

. $(c). Notwithstanding any other provision of this pl'Obation, failure to tal~e a~d pass 
this examination within five years of the em~ctive date of this Order con::ltitutes a separate 
cause for discipline of Respondents' licenses.' , 
Obey All Law{} 

6. Respondents shall obey all federal, California, other states' and Ibcal1aw8, 
inoluding those rules relating 'to the practioe ofpublio aocountancy in California. 

Cost Reimbursement

.7. Respondents shall' reimburse theB9ard $24,057.35. for its investigation and'
proseoution costs. The payment shall be made within 120 days of the date the Board's 
decision is final, unless the Board, in its discretion, extends the time for paymel,1t.

Submit Written Reports

 ~•., '. S. . . Respondents· shall subIhitl within.l.O, day:s q:f cG>mpletiQn ,pf the quarter, w..ritt~n.":: Ji. 

. reports to the Board on.a form o~tained from tht(,Bo.ard .. ,Respondent~ shall submit, 'Ul?-der. . 
 penalty ofperjury; such other irritten'repOlts,: declarations;.anc1: 'verificatioIJ;' of a9t.ipns as. ~e 
. required. These declarations shall contain statements r~~ative to Responde:p.ts' compliance 
wjth all the terms ~nd conditions of probation. Respondents shall immediately execute all 
release ofinformation forms as may be requir.ed by the Board of its representatives. . 	 . . . . 

Personal Appearr:tnces 

9. Respondents shall"during the period 6fprobation, appear in person at 
interviews/meetings as directed by the Board or its designated representatiyes, provided such 
notification is accomplished in a timely maD.J?er. . 

Comply With Probation 

10. Respondents shall fully comply with the,terms and conditions of the probation 
imposed by the Board and shall oooperate fully with representatives'ofthe California Board 
of Accountancy in its monitoring and investigation of Respondents , compliance with 
probation terms and conditions. 

Practice Investigation 

1'1. Respondents shall be subj ect to, and shall permit, a practice investigation of 
Respondents' professional practice, Such a practice investigation shall be conducted by 
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representatives of the Board, provided notification of such review is accomplished in a 
timely manner. 

Comply With.' Citations 

12. Respondents shall comply with all final orders resulting from citations issued 
by the California Board of Accountancy. . ' , 

Tolling 0/Probation/or Out-of-State Residence/Practice 

13. In the event R~sponde1its should leave California to reside or practioe outside 
this state j Respondents must notify the Board in writing of the dates of departure and return, 
'Periods of non~California residency or practice outside the state shall not apply to reduction 
of the probationary period, or suspension. No obligation imposed herein, including 
requirements to, file written reports and reimburse the Board costs, shall be suspended or ' 

, 	

. '" .' , , ," 

"", 

I. 


otherwise affected by such periods of out-of-state residency or practice except at the written 
directiqn of the Board. ' ' 

Violation ofProbation 

14.' 'If Respondents violate probation in any re~pect, the Board, after giving . ' , 
,',' , ,i, 

': . ' 
' •.. ' ' 

',Respondents'notice,and ,an 'opportunity to be 'heard, may revoke probatiop.::taItdpfill;1Y o:ut.the;;;,;,;:" co" 

, disCiplinary 'order .that was stayed. If an accusation 'or a petition t6 rev0k~:pro1v?-tion is· fi1e~L'';i'' 
"" agahi.siR~spond~nts·during probaticJl1, the Board shall' have c'Ontinuingjur.isdiction until the,:" .. ' 

matter is fiI:1al, and the period of probation shall be extended until the matter is final. 

Completion ofPi'obation 

15. Upon successful completion ofprobation, Respondents' licenses will be fully 
restored. 67#Date: December 3, 2008 

DANIELJU; 
Administrative Law Judge 
Office of Administrative Hearings 
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EDMUND G. BROWN JR.; Attorney General 
of the State of California· 

KAREN B. CHAPPELLE . 
Supervising Deputy Attot11cy General 

RENE JUDKlEWICZ, State BarNo. 141773 
Deputy Attorney General . 

300 So. Spring Street, Suite 1702 
Los Angeles, CA 90013 

. Telephone: (213) 897-2537 
Facsimile: (213) 897-2804 

Attomeys for Complainant 

BEFORETlIE 

CALIFORNIA BOARD OF ACCOUNTANCY 

DEPARTMENT OF CONSUMER AFFAIRS 


STATE OF CALIFO:RNIA 


In the MatteI' ofthe Accusation Against; 

KENNY H. LEE CPA GROUP INC. 
15017 Cr~nshaw Boulevard, 2nJ FI . 
Gardena, CA 90249' 

CertifIcate 
• : • 

N.o.. 518S, 
.: 

, 
"I). 
.," " 

K:WANG-flO LEE ,"'. , 
2842'7 Haielridge.:Drive, . ~ .. 

Rancho·Pa1os Verdes, CA 90275 

Certified Public Accountant License No. CPA 
64155 . 

Respondents. 

Case No. ACw 2007-38 

OAB No. L20080S0601' 

F~RST AMENDED ACCUSATION 
t, 

. 

,. 

;1" 

f', . 

I ," " 

• ~ 'J " • 

. ,'" " . 

: :'.:. 
. " .: ");!t:' :;'''-: :~'.•. ~".' 

.\~. : .':"~!""j.'fI"~ .•... ~'.t ',t. 

Complainant all'eges: 

PARTIES 

1. Daniel Rioh (Cornplainarit) brings 01is First Amended Accusation solely in 

his official capacity as the Aoting Exeoutiv~ Officer ofthe Califo!IJ.ia Board of Accountanoy 

24 

25 

26 

27 

28 

(Board), Department of Consumer Affairs. . 

2. On or about May 13, 1993, the Board issued Certified Public Accountant 

Number CPA 6~155 to Kwang-ao Lee (Rl;:spondent Lee). The license was in fuB force and. 

effect at all times relevant to the charges b~ought herein against Respondent Lee, and will expire 

on March 31, 2010 unless renewed. 

http:Califo!IJ.ia
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3, On or about October 3.1, 2,002, the Board issued ,Certified P~blic 

Acoountancy Corp, Number COR 5185 to Kenny H, Lee, CPA Group, Ino, (Res'pondent KHL), 

Respondent Lee is thc sale shareholder in Respondent KHL. The certHloate w~s in full foroe and 

ffect at all times relevant to {h~ oharges brought herein against Respondent KHL, and will 

xpire on October 31, 2008 unless renewed, 

JURISDICTION 

4, This First Amended Accusation is brought before the Board under the " 

uthority of the following laws, All seotion references are to the 13. usiness and Professions Code 
. , 

 ,.•• '" I.' 

unless otherwise indicated, 

5, Section 5100 states: 

IlAfter notice and hearing the board may revoke, suspend, or refuse to renew any 
, , 

penuit or .certificate granted under Article4 (commencing with Section 5070) and Article. 5 ,' .. ' 

poinmencing ·with Section 5080), or may censure the holder oft11at .pennit·or certificate' for " 

unprofessi'oria~ 'conductthat includes, but is not limited tOj 0110 OJ,' any combil1,ution o,f:thc. ,';,,; •. !

,', ,': ';.' 

fol1owh~g causes; . 

"(C) Dishonesty, fraud, gro'ss negl.lgence, orrepeat~d negligent acts oomn1.ittedin, 


he same or different engagements, for the same or differ(;"'l1t olients, or any oombination of 

engagements 01' ciients, eaoh resulting in a violation of applicable professional standards that 

indicate a lack of competency.in the practice ot'puhli?'aocountanoy or in the perf?rmance of the 

bookkeeping operations described in Section 5052. 

11(1) The imposition of any discipline, penalty, 01' sanction on a registered public 

accounting fhm or any associated person of slwh firm, 01' both, or on any other holder of a 

permit, certifioate, license, or other authority to practice in this state, by the Public Company 

Accounting Oversight Boar~ or the United States Securities and Exchange Commission, or their 

designees under ihe Sarbanes-Oxley Act of 200201' other federal1cgislation,lI 

6, Section 5063, subdivision (8.)(2) ofthe Code requires a licensee to report 
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in writing to the Board within 30 days of the dale the licensee has k.nowledge of the .cancellation, 

revocation, 01' suspension oftha dght to practice as a certified public accountant before any 

governinentri.l body;, or any rl.Otice of the opening or 'initiation of an investigation by the Public 

Company. Accounting Oversight Board (PCAOH) or its designee, 

7,. California Code ofRegulations, title J6, 'seotion 65 states:' I'A licensee 

shan be independent il1 the performance of services in accordance with professional standards,tli
". 	 . 

8, Professional Standards (:Audits of Financial Statements) " 

G~~et'al1y Accept.ed Auditing Stand~rds (OAAS) are the standards presoribed for 

the conduot of auditor~ in the performance of an examillatiol1 ofmanagemellt's financial 

statements, Generally Acoepted Accounting Principles (OAAP) are th~ basic postulates al'ld 
. 	 . 

broad principles ofacoounting pertaining to business enterprises, These prinoiples establish 

1',1', J I"~

~'" , 
. " 

: . .. ',' 

 

guidelines' for measUring, re6?r~ing mtd olassifying the tra;nsactlons of a business entity. 

Staridatds'ofpractice pertlnel1t to this accusationand th~ el;gagements in issue2 inolude,with9~lt· 

'. :" 	 '. '.:~:.".; ....~; • ~. 1'1 ...,
.. 

. ., :''-·:''·a.. ' ..... OMS 'issued by the American Institute of Certifi~dPublic Accountants "

(AICPA), The tell OAAS3 are dis~ussed at some length 'in the Statements 'on Auditing Standards

1. American InstitlTte of Certified PJ.lblio Accountants (AICPA) Rule .1 01 states that a 
luember in public practice shall be independent in the perfonnance ofpl'ofe~sional services as 
required by standards promulgated by bodies desigl1ated by Council. . 

Rule 101 interpretation section 101.02 states, "lndependellce.sha11 be considered to be 
impaired if (C) During the pedod covered by th~ financial staterrients or during the period of the 
professional engagement, a firm, or partner or professional employee of the firm was
simultaneously associated with the client as a direotor, officer, 01' employee, or in any oapacity 
equivalent to that of management." ' 

AICPA Statements on Standards for Accounting and Review Services (SSARS) section 
AR 100.45 states·that an accountant is precluded from issuing a review report on financial 
statements of an entity with respect to which he is not independent. . 

2, All references herein to standards and other authoritative literature are to the versions in 
effect at the time the audit engagements were 1;>eing performed, 

3. There are ten basic or fundamental standards, and the Statements on Auditing Standards 
(SASs) are, for the most part, devoted to elaborating on those stan.d ards. The basic standards 
are codified at AU § 150. Among these ten standards are the three General standards, the three 
.standards of Fieldwork, and the four Reporting standards, all of which are further described in 
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28 the other SASs, 

,

(SASs) and, are codHied by HAU>! number in the AICPA' s Codification q(Sta(.ements on. Auditing 

StandCll'ds, 

Among the sASs relevant herein are: 

, 
" 

AU § 150 ('retl Standard!) - AU § 150,02);
\ 

AU ~ 230 (Due Care; AU §230,02 impos(')s a rcspDl1si~i1ity On the auditor to, 

obs(,)1"ve the standard,s of Fieldwork and Reporting; AU S' 230,07 imposes a 

responsibility- on the auditor to exercise professicll'lal skepticism); 

,AU § 326 (Evldential Matter); , 

AD § 336 (Using the Work ofa Specialist); 

b, GAAS speoifies the following: 

1. AU 326.02 /ltates: HMost of the independent auditor's work in 

±brtning hi~ or her opin1011 on fhiancial statements consists of 

obtaining and evalu(!ting evidential matter concerning the 

,", , assertions in such financial statements, . , ,'" 

AU 326,03 states:, "Assertions are represl:)ntati"ons by managen'lent, ,,:' 

that are embodied in financial statement components. They can be 

either explicit or implicit and can be classified according to the 

follOWing broad categories: Existenoe 01' occurrence, 

,completeness, rights and obligations, valuation or allocation, and 

presentation and disclosure." 

, 3, AU 326,07 states: "Assertions about valuation or allocatio'n 

address whether asset, liability, eqtdty, revenue, and expense 

components have been included in the finanoial statements at 

appropriate amounts, For example, management asserts that 

property is recorded at histori.cal cost and that such cost is 

systematically allocated to appropriate accounting periods. 
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Similarly, management asserts that trade accounts receivable 

, included in the balance s11eet art;) stated at net realizable yalue [as, 

amended, effeotive for engagements beginning on or after January 

l', 1997, by Statement of Auditing Standards No. 80], 
" , 

4, AU 336.03 states: , "The f"ruidanoc ill this seotlo11 is appl{oable 

wh~n m~Ulagemel1t engages or employs a speoialist cmd the auditor 

uses that specialisVs work as ~vidential matter in perfonning , 

substan.tive tests'tq evaluate material financial statement 

assertions," 

'5. AU 336.08 states: '''The auditor should consider the follO,wing to 
, , 

evaluate the professional qualifioations of the specialist in 

determining that thespec{aHst possesses the necessary skill or 

ki:J.owledge in the particuladield;,_ 

i. 'The prof()ssiomd ,certifioat'ioil, lioenso or other rec~)gnition of the 

" 'competence of'the specialist in his or her fieJd, as apprqp.r1ate; 

it " fhe reputation and standing of the specialist in'the views ofpeers ' 

and others familiar with the specialist's capability or perfomlarlce; 

and 

'iii. The speoialist's experience in the type of work under 

consideration, 

6, AU 336,10 states: "The auditor should evaluate the relationship o

the specialist to the clients including circumstanoes that might 

impair the specialist's objectivity." 

7. AU 336,12 states: liThe appropriateness and reusonableness of 

methods and assumptions used and their application are tho 

responsibility of tho specialist. The auditor should (a) obtain an 

understanding oftlle methods and assumptions 'used by the 

speoialist, (b) makG appropri ate tests 0 f data provided to the 

f 
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specialist, taking into llccounl the aLlditor'g assessment of' control 

risk, and (c) evaluate whether the speoialis.t' s findings support U1e 

related assertions in the fInancial statements." 

8. 	 AU 508.35 states: 'When financial statements ate materially 

,affected by a departure from G0P and the auditor has audited tbe 

statements in accordance with GAAS, he or she should express a 

quaHfled or an advel~se opinion, The basis for sucb (lpinl(m shduld 

be stated In the repOl't, " 

9, PCAOB section 3520 states in pertinent part that a registered public 

accounting firm and its associated persons mllst be indep!}ncicnt of the firm's audit c1it;)nt 

throughout the audit and professional eng;gement period,4 . 

10. Section 5107, subdivision (a) of the Code statesin pertinent part"that the 

Board's Exeo1.ttive Officer "mas request the administrative law jug,ge, as part'of the proposed 

decision in a disciplinary proceeding, to ditect'aJ.'l9 hbicler of a' IJeirnit or certificate found to b~ve 

committed a violation or violations of this ,chapter-to pay to the bo ard all reasonable costs of 

investigation and prosecution of the case, including, but not lil1;lited to, attorneys' fees. The board 

shall not recover costs incUrred at the administrative hearing." 

FIRST CAUSE FOR DISCIPLINE 

(Gross Negligence) 

11, ,Respondents are subject to disciplil1ary acti on on the grounds' of 

unprofessional C011duot us defined in section5! 00, s~lbdivisiolJ (e).,.by reason of the foJlowing: 

Nichols Estate 

a, In or about 2004, Yvonne Ashford engaged the scrvie,es oftbe 

Respondents to assist bel', among other things, in filing an income tax return for her late mother 

4, Respondents were required to conduct their audits in accordance with the PCAOB 1 S 

interim aUditing standards pursuant to PCAOB Rule 3200T, which took effect on April 25, 
2003, 'However, allhe time of the audits, the PCAOB 's interim auditing standards were the 
same as GAAS, 
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i1111ic Nichols" .estate,'1 Ms, Ashford advised Respondent Lee tha.t the estate had assets valllecl 

 approximately $270,000, Respondent Lee agreed to file federal forni 1 Q41 for a $250.00 fee, . 

~s. Ashford provided Respondeilt Lee with her ~othe~'s bunk statements, 

fter receiving the bUl1k statements, Respondent L.ee infonned Ms. Ashford that he would charge 

er $500.00 to prepare fom1 1041. . 

H. Several w.eeks later, Respondent Lee oontacted Ms. Ashford and advised 
. . 

er that an Estate Tax Return6 needed ,to be filed as soon as possible,' Respondent Lee advised 

Ms. Ashford that he would charge h(:lr $'1,000,00 to prepa1'e forms 1041 and 706. Ms. Ashford ' 

greed, wrotc a oheok to Re~pondent KHL fot $1,000.00, picked up the 'prepared forms 706 and 

041 from Respondent lee' Ii office, and mailedthe fonns right away. Ms..~....'lhford sub~equently 

ontaoted her atton1(;,-Y, who advised her that it was not necessary to file form 706 because the 

state was so s~all.. Ms. Ashford l?uta stop payment on th~ $1,000.00 check. .. 

Respondents Violated Auditing Standards. in the Fiscal Year 200:3 Audit ofGSL Holdings. Inc, 

b. Respondent J(HL,~:uditea 08'1--ls consolida.ted finandia1 statements for the 

soal'year ending Deoe1J1b~r 31,2003, and issu~ an,l~lqulJ.1ifie.d audit.report" daled April 8, 

004. In conneotion with the audit of GSVs financial statcmel1ts for the fisoal year 2003, 

espo~'I,del1ts failed to exercilie due professional care, fai'led to exercise professional skeptiCism, 

nd failed to obtain sufficient competent 'eviderithil matter. -,' . 

i .. Specifically, during the 2003 fiscal year, GSL's pr:opel1:y and equipment 

noreased irom $2,540 to $33,694,Oq6. Total assets shown On the balance sheet for 2003 were' 

$49,861,311. According to GSL's public filings, the bulk of the increase in propeliy and 
, . 

quipment related to GSL's aoquisitions of two properties in the People's Republic of China 

PRe), 111e properties were acquired through the issuance of' GSL's own stock. Respondents' 

5, Every domestio estate with gross income of$600,00 onnore during El tax year must ille 

a federal form 1041. 


6. An Estate Tax Return, f0deral form 706, must be filed if the gross estate, plus any 

adjusted taxable gifts and specific gift tax exemptions, is more than the filing requirement for 

he year of death, 1n the instant case, the filing requirement is triggered at $1,500,000, 
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properties in Its financial 8tatcment~. Respondents relied on appraisals provided to them by GSL 

that GSL purp,brtedly obtained from independent appra~sers loc·ated in th~ ,PRe, Respondents 

never contacted the appraisers to vcrify that the appraisals ytere valid. Res,pondents never 

evaluated whether the appraisers had the requisite experience 01' certifioati011 to perform the 

appraisals; never evaluated the aSSUjllptions and methodologies used by the appraisers) and never 

made inquiries conceming the appraisers) relationships with OSL1 if allY, in violation of 

professional standards, 

The balance sheet for GSL for 2003 sbows prepayments and other current 

assets of $1 0,762,629,. The balance was zero. for 2002. Note 4 to the financial statements st~tes 

that $10,446,331 of the prepaymcl1ts balance is for prepaid website design arid development.· 

Respondents failed to perfonn adequate audit pl'Ocedures to test whether GSL had .actually 

pl'cpaid the vendor in 2003, and whether those 6o~ts we~e properln:~lassi.fied as @n asset.on 

OSr::> §!l:mlance sheet, Moreover, even if,it had beel} apprppriate to" dassif,y the ()osts' as an.,asset,'. 

Respondents should have, but did not, evaluate'whether tho.se costs· were recoverable in ,light of· 

.GSU s recurrent losses and lack of revetlUe history. 

iii.CSL included a portion of the above noted property acquisitions in its 

statement of cash flows, The statem~nt of cash flows for GSL for 2003 shows .$19;064,890 of " 

operating cash flow irom common stooK issued for acquisition of properties. Note 12 to the 

financial statements states that "the Company, entered into an agreement to acquire a property. , , 

valued at $19,064,890, Pursuant to an agreement, the company issued 9)532,445 (shares of) 

restricted common stock at the price of $2.00 per share," This accounting treatment departed 

from 0 AAP, which requires the reporting of non~cash activities in related disclosures) not in the 

statement of cash flows. As a result, GSL overstated its cash flows from operations. 
. 	 . 

Respondents failed to disclose this GMP departure in their auditor.s' report and to modify the 


,report. 
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Respondents Violated Independence Standards 

With Respect to the Axesstel, Ino, En!?;agemel~t.for '2003 

c, Respondent KHL was engaged as the independent auditor ofAxesstel) Inc. 

begitU1ing in 0[' abO'l,lt August 2002. D-qring the fiscal year ending ))ec~ember 31 ) 2003) 

Respondent KHL performed interim reviews ofAx~s~tel's financlal statt;lme~lts for .the·quarters 

ending Maroh 31 and June 30, 2003. 

i. On or about June 2) 2003) while Respondent KJIL was eng!lged as 

Axesstel's independent auditor, Respondent Lee accepted tl11 offer to serve on the Axesstel's 

board of directors. Respondent I~oHL'col1tinued its attest engagement for Axesstc1. On oraboul 

August 5,2003, RespondentKHL completed an interim reviow ofAxesstel's financial 

statements for the quarter ending June 30,2003, Respondent KHL's review rep9rt was incltrded 

in the :porm 1O-QSB fi·led by Axesste~, with the Security and Exchange ComrnissiO"ll) on or about. 

August 15,.:2003·:. ", . 

j'••:'/ .. oIfl . ' .. ,' In or about Septemb'er 2003', Respondent Lee formalIJi-became afnetilb'er . , 

. ofAxesstel's board, 'of directors and became'chaiman ofthe°boal'd ·s . audit' co~nnlittee.... ' 

iii. III or about March ~Q04, Respondent Lee resigned from AxessteJ' s board 

 of dil'ector.'l. 

Respondent~ Violated Auditing .Standards 

In the 2004 AxessteL Inc, Restatement Engagement 

d,' 'On or about September 21,2004, Axesstel re-engaged Respondent KHL to 

perfonn audit services related to a restatement of the company's financial statements for the 

fiscal year ending December 31, 2002. The restatement involved, among other t1~il1gs, changes in 

Axcsstel' s accounting for software research and development costs, a license purchased from 

another compftny, stock options and goodwill impairment. 

1. On or about Seplember 30, 2004, Respondent KHL issued an audit report 

relating to the restatement indicating that an audit had been conducted in accordance with 

PCAOB standards, Moreover, the report also stated that the restated financial statemen.ts fairly 

presented Axesstel) s financial condition in all material respects in oonformity with generally 
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 .ii, H,owever;befol:0 issuing the audit repon, Respondents performed no audit 

procedures to dcte1111ine whether the restated amounts proposed by management were fait.Jy 

stated in conformity with GAAP, Respondents merely acoepted, at face value, the restatement 

journal entries proposed by Axesstel 's management. Respondents" concl'Uot violated the most 

fundamental PCAOB standards, which require an auditor to pel'form audit procedures necessary , 

to afford a reasonable basis for an opinion and prohibit an auditor from relying on management 
, . " . 

repr<:lsentatlon8 as a substitute for s~1Ch p1'OOedUfes, 

SECOND CAUSE FOR DISCIPLINB 

(Laok of Independence) 

12. Respondents are subject to disciplinary action for violating Califomia 

Code of Regulations, title 16, scotian 65 based on the following facts and qll'cumstances: 

In or about August 2002, Axesstel engaged kespon<.1ent KHL to be its 

independent'auditot.,'Respondent Lee accepted an offer to serve qI;1'AxesstePs',board"of,directors", '\ ;',;.,,' 

' whi1:e Respondent KHL was conducting an independent audit ,on Axesstel. : Respondehts, violated 

PCAOB section 3520; AICPA Rule 10~ and AICP SS.ARSseotion AR 100.45 with r:egard to 

'independel1ce. ,The facts' and ciroumstances 'are more fuily setfortb itl paragraphs nee), 11 (c)(i) 

through 1 i'(c)(iii) above. 


THIRD CAUSE FOR DISCIPLINE 


(Imposition bfDiscipline by the PCAOB) 


13. Respond'ents are subjeot lo disciplinary action on the grounds of 


unprofessional conduct as defined in section, 51 00, subdivision (1), by reason of the following 


facts and circumstances: 


On Dr about November 22,2005, the peAOB issued an order 

revDking the registration DfRespDndl3nt KHL and barring its sole shareholder, Respondent 

Kwang Ho-Lee, CPA, from being an associated person of a registered public accounting finn, 

The PCAOB imposed sanctions on the basis, among other things, of its findings concerning the 

Respondents' violations ofPCAOB rules and auditing standards in aUditing the financial 

10 



i 

T-.----------..---.-----.--  '_N 

, 

vI 

ii' 


\ 1 

2 

. 3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

. " ' 14''. 

.IS 

16 

. 17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

1... ---- 

.' 

statements oftwo issuer clients, and their violations of illdependence standards, 

FOURTH CAUSE FOR DISCIPLINE 

(Reportable Event) , 

14. Respondents are subjeot to disciplim\ry acti()11 fbr viQlating section 5063 

by failing lo reporlln writing, to the bolitd, within 30 days of the date the Respondents had, 

knowledge of the e~ents, the initiation of all investigation against Respond~l1ts by the PCAOE; 

the revocation of Respopdet1t KHL's registration by th,e PCAOB; fllld the barring cfRespondel1t 
. , 

Lee·from being an associated p,el'SOl1 of a registered public aocoul1ting'finn by the PCAOB, 

PRAYER 
, , . 

WHEREFORE, CorilpLaill~t requests that.a heatil,1.g be h.eld on the matters herein 

',' ; 

,- 'f':'".. :' ", " 

'alleged" Bnd that following the head.ng; the Board issue a'decision: 

.. , '.'.' 1. Revoking or suspending or otherwise imposing discipline Up011 Certified 

" "; FubHc AebotUltant'License No. CPA 64155, issued to Kwang~Ho.Lee; .. ....~ ~-, ,:. --;.~::' .', .. ,.~.,.~. -~ ....

" .. ~,;' :.. !"~r"·.~"2; "",;, Revoking or stlspending or.otherwi.Se imposing discipline upon, Certified , 

Public Accountancy Corp. No. COR 5185, issu~d to Kenny H.Lee~ CPA Group, Inc.; 

3; Ordering Respondents to pay the Board the ieasonable costs afthe 

. investigation and enfer-cement ofthis case, pursual1t to. section 5,107; and 

4.. Taking slich other and further action as deemed necessary and proper. 
... 

DATED: ~ Ib I ~-I 
~..lL12 


DANIEL RICH 
Acting Executive Officer . 
California Board of Accountancy 
Department of Consumer Affairs 
State of California 
Complainant 

l.A2007600753 


50293993,wpd 
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